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Does cost of capital decrease with greater

information transparency?

Ching-Yi Yeh

Abstract

This paper investigates the relationship between corporate transparency and capital
cost of the firm. The samples used in this paper were 260 publicly traded and 107 OTC
companies in Taiwan between 2003 and 2005. The level of the firm’s information
transparency is based on the results of information disclosure and evaluation system which
is implemented by TSEC. Empirical results indicate that “less transparency” is associated
with a higher cost of capital. For firms with “more transparency”, however, we find no
evidence that capital cost will decrease. Contrary to early literatures, we find that firms
which disclose more information voluntarily have higher cost of equity capital. This is
likely a result of the evaluation system’s focus on disclosure items rather than information
quality. Accordingly, the enhanced disclosures would add to share price volatility thereby

increasing risk and leading to a higher cost of equity capital.

Keywords: information transparency, cost of equity capital, cost of debt capital, voluntary

disclosure, corporate governance.

Ching-Yi Yeh: Lecturer, Department of Financial Management, HIT. Doctoral Candidate, Department of
Finance, National Sun Yat-Sen University.
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5 CHEFHRAM BN RLE ~ (EEAESZ B - EAEATE > HEF 288 %K - &
A SRS E PR B EREAGTE - EAEVIERE ~ f - DR BILUEEE
SHREOE - PR R TR SRR E » ENLLR - ALK - SR E AL -
VIF F DAty B et SRl & A A SR MR IR - 535 VIF> 10 - (S5 A B ] nT e A
SERRPERTE - SRRV o oo IR REE /KYE 1% ~ 5%82 10% -

\

=

i e flEHREL tfEt P fiH VIF
TS el 0.007*** 3.960 0.000

A 0.010%** 6.173 0.000

AR 0.009%** 6.230 0.000

FRINSRANIEs 0.000 0.260 0.764 1.288
B -0.001%** -3.927 0.000 1.323
afEx 0.000 2.468 0.014 1.321
(SAlFE LS -0.007%** -4.102 0.000 1.274
AAEEL 0.000 1.486 0.138 1.000
Ll R? 0.7196

F {id 94.592
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6 R RA S B E RE - REAMEREEEEEE - BEAF
5T 335 X - BEESHRARAE %’Hﬁﬁé}u/l AT o "HERMSARE" Rk
AR BN EES L%ﬁ%ﬁ/\\ﬁﬁﬁﬁ%ﬁé R 1 B0 ?W%Ufﬁ%&ﬁﬁﬂg
ORBE (S~ SHENLLR ~ A(EILR ~ i ari AR L - VIF DI EARRt ]2
AR MERE > 35 VIF>10 K%E%ﬁ%%@%&ﬁaﬁﬂﬁb FAESRRERTE - S HT \/\Yr%@
R o o 3o %0 I R RHE /K HE 1% ~ 5%8E 10% -

i e flEHREL tfET P fiH VIF
BRI 0.006%** 5.639 0.000

H R R 0.000 0.269 0.787

EAIISRIN e -0.001* -1.903 0.057 1.047
B 0.000 -0.688 0.491 1.207
BEfELL® 0.001%** 4.490 0.000 1.110
(SAiEaeeles 0.00 1.439 0.150 0.993
AAEL -0.005%%** -3.430 0.000 -1.231
AL R 0.1424

F fH 10.246
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